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REPORT OF THE DIRECTORS 


TO THE SHAREHOLDERS 


The consolidated financial statements of Cochrane- 
Dunlop Hardware Limited and subsidiary Companies 
for the year ended December 31, 1973, and the 
report of the Auditors thereon are submitted on 
behalf of the Board of Directors. 


Economic changes throughout Canada in 1973 
were widespread. As a distributor of mill and in- 
dustrial supplies your company is particularly well 
situated to take advantage of growth in residential 
and commercial construction, in mining activity 
(gold, nickel, potash, base metals) and in news- 
print and lumber production. Household spending 
for goods and services was strong, supporting 
growth in the dealer division. 


Price increases were a continuing factor throughout 
the year and this trend is continuing. The rate of 
price inflation at the wholesale level in 1973 was 
considerably greater than the rate of inflation at the 
retail level and this will have obvious effects on 
future trends. 


Material shortages, in face of increasing demand, 
have also been a significant factor for your company 
and considerable effort has been expended in 
modifying this problem. 


SALES AND PROFITS 


Sales and profits for the year 1973 were substantially 
ahead of the previous year, reflecting both the price 
levels referred to above and the high level of eco- 
nomic activity which prevailed in Canada throughout 
1973. Sales for the year at 45.1 million dollars were 
14.8% ahead of 1972. Net income at 793 thousand 
dollars was 17.6% ahead of 1972. 


Reflecting a major growth in activity in most major 
areas and industries served by your company’s mill 
supply branches, sales in the last quarter of 1973 were 


approximately 33% above the previous year. This 
was an accelerating trend during the quarter, reach- 
ing a 48% increase in the month of December, 1973 
alone, and this rate of increase over the corresponding 
month a year earlier has continued into 1974. 


Operating margins have been maintained in essen- 
tially all branch locations, although in a climate of 
extensive general price increases it must be recog- 
nized that operating results reflect in part profit 
improvements arising from the effect of price 
increases on inventory on hand. This factor is a 
continuing situation, however the impact on results 
in 1973 has been considerably more pronounced 
than usual. 


In order to finance increased values for inventory 
and the increased sales volumes achieved by the 
company, your company’s dependence on bank 
borrowing has increased. This, coupled with the 
increased interest rates being incurred for prime 
rate bank borrowing, increased your company’s 
interest cost materially over the prior year. 


In comparison with companies involved in the pro- 
vision of manufacturing and processing services 
whose effective rates of income tax have decreased 
during the year, the tax rate for your company in- 
creased over 1972 rates. Whether this discrimination 
between types of investment and the resulting 
direction given to commitments of risk capital is an 
equitable situation in the total community of Canada 
is questionable; certainly it does not appear to 
recognize the significant contribution which the 
distributor generally is making to the efficiency and 
quality of life in this country. 


In summary, net income for the year 1973 is the 
highest ever achieved by your company and it 


represents an improvement in the return on invest- 
ment to shareholders which is consistent with our 
long term goals. 


FIXED ASSETS 


The expenditures on fixed assets during the year 
include approximately $500,000.00, being the cost 
of land acquired near Toronto which is to be used 
for future branch expansion in the Toronto area and 
which has been reported on previously. The first 
stage in this expansion is currently in process; this 
being the establishment of a new and separate 
Industrial Branch in the Toronto area. This move will 
provide an opportunity for a major penetration into 
the industrial supply potential of the Toronto area 
and will also relieve some of the pressures on our 
Toronto Dealer Division Warehouse which is operat- 
ing at capacity. 


It is anticipated that Dealer Division volume will 
increase substantially and an additional benefit from 
the move of our Toronto industrial business, which is 
presently supplied out of the same warehouse as the 
dealer business, will be an improvement in both 
volume and in service efficiency. 


DIVIDENDS 


Regular dividends of 20¢ per quarter Hive been paid 
to Class “A” shareholders for a number of years. 
Dividends to Common shareholders previously paid 
on a basis of 80¢ per annum were paid on the basis 


of 20€ per quarter during 1973. It should be noted 
that during 1973 dividends on Class “A” shares 
were regular dividends, whereas the dividends paid 
on Common shares were free of Canadian Income 
Tax in the hands of shareholders as a result of 
elections under the Income Tax Act to pay these 
dividends out of the company’s tax-paid undis- 
tributed surplus on hand. 


OUTLOOK 


A significant increase in sales over 1973 levels is 
projected for 1974. Part of this increase will be 
attributable to the continuing effects of inflation 
outlined above. No significant service interruptions 
as a result of labour problems appear evident at the 
present time, although extended contract negotia- 
tions are in process at one of our major branches, and 
the term of this contract has expired. One of the 
continuing problems facing your company for 1974 
is the financing of business growth coupled with the 
cash requirements of financing increased inventory 
and accounts receivable values. This will be a 
significant factor in the determination of cash flow 
needs, working capital ratios and an over all dividend 
policy. At the present time however, it would appear 
that operating results will continue to improve on a 
satisfactory basis. 


On behalf of the Board. 


Toronto, Ontario 
April 17, 1974 


F. COCHRANE 


President 


STATI STI GA: S U M| MARY (figures in thousands except ratios, shares, and amounts per share) 


FOR THE YEAR 1973 1972 1971 1970 1969 1968 1967 1966 
Saleese eee ee e 945,115. $39,294) $41,815" $41,516" $35,751, $35,662 ° $33,112 . $29,379 
Depreciation - - - - - IPAS) 188 202 202 aie) 218 182 WAS) 
Income taxes - - - - - 820 640 630 550 385 570 487 336 
Netincome- - - - - - 793 675 613* 489 360* 549 457 333 
%tosales - - - - - 1.8% 1.7% 125% 1.2% 1.0%" 1.4% 1.4% 1.1% 
per common share - - - 5.45 4.62 4.19* 3532 2.42* Shee 3.10 2.24 
Dividends—total - - - - 128 128 128 128 128 128 128 128 
per share—ClassA - - - .80 .80 .80 .80 .80 .80 .80 .80 
—Common - - .80 80 .80 .80 .80 .80 .80 .80 
Increase in working capital = - 260 626 503 473 365 Aa 154 258 
AT YEAR END 
Working capital - - - - pegs 8,114 7,488 6,985 6,512 6,147 6,031 5,877 
Shareholders’ equity - - - 10,993 10,348 9,822 9,319 8,958 8,657 8,267 7,404 
Shares outstanding 
—ClassA - - - - - 17,092 17,092 17,092, 17,092 17,092 17,092 17,092 17,092 
EeGommonie. a a = = 143,018 ~ 143,018 3.143,018: 9 143,018: 143,018. 143,018s 143,018» 143,018 


*Before adding Extraordinary Items of : 1971—$25,000 or $0.18 per common share 
1969— $68,904 or $0.48 per common share 


COCHRANE-DUNLO 


and subsid 


CONSOLIDATED 


DECEMB 
ASSETS 
1973 1972 | 
Current assets : | 
Cash: ne Re RS ig Sg IAD eo Arte ear re ore Oe ee Cee : 
Accounts receivable *= 0 0°=0 5s yaaa i Ine Vig aaa es So ane cin eet 6,802,677 4,883,784 : 
Merchandise inventory at lower of cost and net realizable value - - - - 8,015,729 6,733,848 | 
Prepaid expenses and other assets - - - - - - = - = = = = 322,515 225,303. 
15,150,026 77,852,150 | 
Fixed assets, at cost: CR | 
Buildings and equipment Sa AEBS es ea I = ei Wine 39S tho 3,987,679 
Furniture and fixtures- - - - - = - = = = = = 1,223,642 7,179,500 © 
Automotive equipment - - - - - - - - = =- - 134,037 127,338 
5,346,794 5,294,517 
Less accumulated depreciation - - - - - - - - 3,614,107 3,440,680 
1,732,687 1,853,837 
Land) or 8 oe Sane eee Ste ea Seatac eee nner 887,189 380,675 
2,619,876 2,234,512 
$17,769,902 $74,086,662 


On behalf of the Board: 
F. COCHRANE, Director 
A. E. BARRON, Director 


AUDITOR 
To the Shareholders of 
Cochrane-Dunlop Hardware Limited : 


We have examined the consolidated balance sheet of Cochrane-Dunlop Hardware Limited and subsidiary cc 
solidated source and application of funds for the year then ended. Our examination included a general review of tt 
sary in the circumstances. 


In Our opinion these consolidated financial statements present fairly the financial position of the companies ¢ 
ended, in accordance with generally accepted accounting principles applied on a basis consistent with that of the 


Toronto, Canada, 
March 25, 1974. 


TARDWARE LIMITED 


companies 


AALANCE SHEET 


ot Nae Ref a, 


LIABILITIES 


Current liabilities : 


Banke eOlechiessu me weimete pear ben ioe Lath her lly ttt acee, ea at Bee te, 


Accounts payable and accrued charges 
ieome andvoinen taxes payable = =<) eb Se ee ee 


Mee MaMaAV ae cou clsirts 2 t=O Leer ee et ule oa fee Naty en ig rae 


Shareholders’ equity: 
Share capital— 
Authorized : 
565,420 non-cumulative preference shares of 
par value 20¢ each redeemable at par 
17,092 class “A” shares of no par value (note) 
143,018 common shares of no par value 


Issued and fully paid: 
17,092 class “‘A’’ shares 
re eee ROR AS Mant AGS ae Ye eONL Ms Ati as ey 
Retaliicd Cannings - su i el a a eee eek 


NOTE: 


TNS 1972 
$ 1,965,666 225,408 
4,111,181 2973117 
667,833 422,196 
32,022 117,833 
6,776,702 3,738,548 
533,700 533,700 
10,459,500 9,814,414 
10,993,200 10,348,114 
$17,769,902 $14,086,662 


The non-voting class “A” shares are entitled to a fixed cumulative dividend of 80¢ per share in priority to the common shares 


but to no further participation in annual dividends. 


REPORT 


ies as at December 31, 1973 and the statements of consolidated income, consolidated retained earnings and con- 
ounting procedures and such tests of accounting records and other supporting evidence as we considered neces- 


Jecember 31, 1973 and the results of their operations and the source and application of their funds for the year then 


ding year. 


CLARKSON, GORDON & CO. 
Chartered Accountants 


COCHRANE-DUNLOP HARDWARE LIMITED 


and subsidiary companies 


STATEMENT OF CONSOLIDATED INCOME 


FOR THE YEAR ENDED DECEMBER 31, 1973 


Salas ss «alone oe ee, St eee a 
Costs and expenses, exclusive of the following items - - - - 
Depreciation \-— 3 =)!" 0 =a ee Sa oe ee atin ee i ee 
Remuneration of directors and senior officers - - - - - - - 


Interest on bank indebtedness -° - - - - = - = = 5. = 


Net income before income taxes - - - - - - - = = = 
INCOME: TAXES a cone ee SF IN a ec es 
Net income:forthe years on. eh) to. = ie a ee ee 


Net income per common share - - - - - - - - = = = 


STATEMENT OF CONSOLIDATED 
RETAINED EARNINGS 


FOR THE YEAR ENDED DECEMBER 31, 1973 


Balaiice,-beginning, of year). 205-8" An ee ee ee ee ee 


Netincome forthe year nee 8) Se pee res ere eine sare peg renee 


Deduct: 
Dividends—common’sharesh<)) 260 visel weet peta eran one 
CLASS weAL Shales iar beaten sound cao ies i a a a ate ae 


Tax paid-on:Undistributed incomes += rs 2) = =e ee 


Balance,end of year =» < 220 a rt Denes etd eee erg 


pel DLS Bg ees le Senieee 
$45,114,966 $39,294,074 
42,999,160 37,542,618 
178,871 788,022 
192,024 183,899 
131,638 64,992 
43,501,693 37,979,531 
1,613,273 1,314,543 
820,000 640,000 
$ 793,273 $ 674,543 
$5.45 $4.62 

TIS 1972 
$ 9,814,414 $ 9,288,209 
AOS 219 674,543 
10,607,687 9,962,752 
114,414 114,414 
13,674 13,674 
128,088 728,088 
20,099 20,250 
148,187 148,338 
$10,459,500 $ 9,874,414 


COCHRANE-DUNLOP HARDWARE LIMITED 


and subsidiary companies 


STATEMENT OF CONSOLIDATED SOURCE 


AND APPLICATION OF FUNDS 


FOR THE YEAR ENDED DECEMBER 31, 1973 


Source of funds: 
Pei ICOMeOUING Vedi aol iak yrracie eet ee dS hae es 


Depreciation, not requiring a current outlay of funds - - - - - - 


Application of funds: 
Exe reitules OMT KEG assets sty ba eel ya eee ae eR aie 
EMER YC Sie Metres ach tl ape iy Seay ee hae eet ta ke Pee 


armaideoniinidistriniited:income © irig os 6a eee ee eR 


Perea sentiavOrsnd Capital (20 ts tes Ce See a on ae, eee ee Uh 
Working capital at beginning of year - - - - - - - - - = = 


Cunme Holtaaicencd Oh Veale ct ie nei e en San ee ete A eS WORE 


sole 


Si) I3)2 1 Sade ee 
178,871 
972,144 


564,235 
128,088 

20,099 
712,422 
209 7 22 


bie PA 


674,543 
788,022 


862,565 


88,172 
728,088 
20,250 


236,510 
626,055 


8,113,602 7,487,547 
$8,373,324 $8,173,602 


Wholly-Owned Subsidiary Companies 

C-D Hardware Sales Limited 

Cochrane-Dunlop Hardware— Quebec, Inc. 
Cochrane-Dunlop Hardware— Manitoba Limited 
Cochrane-Dunlop Hardware—Saskatchewan Limited 
Dominion Hardware Stores Limited 


Wholesale Branches Retail Branches 
ONTARIO ONTARIO 
Dryden Sudbury Copper Cliff 
Elliot Lake Thunder Bay Guelph 
Little Current Toronto Hamilton 
North Bay Wawa Lively 

Sault Ste. Marie 

QUEBEC MANITOBA 
Val d’Or Thompson 
MANITOBA 

Thompson 

SASKATCHEWAN 


Esterhazy Saskatoon 


North Bay 
Oakville 

Sault Ste. Marie 
Sudbury (2) 


ef 
Sean: 


Pe SeN Es 
OSs, 


canbe 


i, 
Be Se , 
Sage 


Ning 
xn k 
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COCHRANE-DUNLOP HARDWARE LIMITED 


AND SUBSIDIARY COMPANIES 


STATEMENT OF CONSOLIDATED SOURCE 
AND APPLICATION OF FUNDS 


six months ended June 30 


1973 1972 
Source of funds: 
Net income for the period,.... $ 262,442 $ 326,788 
Add depreciation, not requiring 
a current outlay of funds. ... 94,011 101,012 


356,453 427,800 
Application of funds: 
Expenditures on fixed assets... 540,450 72,437 


Dividends Nal s a 35,440 6,836 
Tax paid on undistributed income 4,800 - 
580,690 79,273 
Increase (decrease) in working 


CODEHAUS yt sb bilbasteldsh. hicid $ (224,237)  $ 348,527 


Working capital at March 3lst.... $7,889,365 $7,836,074 


Note: Subject to audit and year end adjustments. 


COCHRANE-DUNLOP 
HARDWARE LIMITED 
AND SUBSIDIARY COMPANIES 


Interim Report for the six months 
ended June 30, 1973 


EXECUTIVE OFFICES 
160 BLOOR STREET EAST 
TORONTO, ONTARIO 
PHONE 416/921-3103 


COCHRANE-DUNLOP HARDWARE LIMITED 


AND SUBSIDIARY COMPANIES 
REPORT FOR THE SIX MONTHS ENDED JUNE 30, 1973 


TO THE SHAREHOLDERS: 


Net income of your company for the first six months of 1973 
was $262,442 or $1.79 per Common share, a decrease of 19.7% 
from income of $326,788 or $2.24 per share in the first half 
of 1972. 


Sales for the 1973 period were $21,055,125, an increase of | 


7.8% over the sales of $19,529,917 in the corresponding period 


of 1972. A significant part of t vement is in the 
direct sale ‘Category which increased 2 d.approximately % Over. 


the prior year, while direct warehouse shipmentsates Show 
an overall increase of 4%. 


New direct shipment programs at competitive margins have 
been introduced in the dealer division which have had satis- 
factory acceptance. New markets have been opened by the 
dealer division which provide growth prospects for the future. 


Of special importance in the dealer supply division is a re- 
duction in both sales volume and in profit margin of the bi- 
cycle product tine: 111972 this product enjoyed a substantial 
volume of sales as the bicycle became increasingly popular in 
the retail market. In 1973 however, the market has matured 
new suppliers have entered the field and the margin of profit 
has declined. While your company retains a significant share 
of this important market the premium volume and profit con- 
tribution of the buoyant 1972 year have not been maintained 


A combination of the change in mix of sales, the changes in 
profit margins, the increase in inventory quantities and in- 
ventory values to support the increasing sales volume with the 
resulting increase in bank borrowing, the increase in bank 
interest rates and the increase, in 1973, of effective income tax 
rates, underlies the decrease in net income for the period 


While the effect of accelerating price inflation, now being recog 
nized on a broad base throughout our product lines, presents 
a significant challenge, we continue to regard the prospects for 
1973 with confidence 


Toronto, Canada F. COCHRANE 
August 24, 1973 President 


i Wie 
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COCHRANE-DUNLOP HARDWARE LIMITED, 


AND SUBSIDIARY COMPANIES 1 ay 


STATEMENT OF cen Ree nt 


six months ended June 30 iV i 


Costs and expenses, exclusive of : wilt vk 
the following items........ .. 20,378,468 18,750,988 (a 


ieeing Hi {4} 
Depreciation.................. 94011 101,012. fi 
Interest on bank indebtedness. . 46,204 if 129 i 


20,518,683 18, 289, 129 Ay 


Net income before income taxes 


Income taxes; LAU 


